

FiNANClALSTATEMENTS 



1 , I have audited tlie financial statements of the uMzinyathi District Municipality set out on pages 
... to which comprise. the statement of financial position as at 30 June 2014. the staiement 
of financial performance, statement of changes in net assets, the cashfiow stalement and the 
statement of comparison of budget information with actual information for the year then ended. 
and the notes, comprising a summary of significant accounting policies and other expianatory 
information. 

Accounting offfcer’s responsibilityforthe financialstatements 

2, The accoLinting officer is responsibie for the preparation and fair presentation of the financial 
statements in accordance with the South African Standards ofGeneraily Recognised 
Accounting PracticefSAStandards of GRAP) and the requirements of the Local Government: 
Municipal Finance Management Act of South Africa. 2003 (Act No. 56 of 2003) (MFMA) and 
the Division of Revenue Act of South Africa, 2013 (Act No, 2 of 2013) (DoRA), and for such 
internal controi as the accounting officer determines is necessary to enable the preparation of 
financiai statements that are free froin materia! misstatement. whetherdue to fraud or error, 

Audftor-General’s responsfbility 

3, My responsibility is to express an opinion on the financiai statements based on my audit, I 
conducted myaudit in accordance with the Pubiic Audit Act of South Africa, 2004 (Act No. 25 
of 2004) (PAA), the general notice issued in terms thereof and Internationai Standards on 
Auditing. Those standards require that 1 comply with ethical requirements and plan and 
perform the audit to obtain reasonabie assurance about whether the financia! statements are 
free from material misstatement. 

4, An audit involves performing procedures to obtain audit evidence about the amounts and 
disciosures in the financiai statements. The procedures seiected depend on Ihe aucfitors 
judgement, inciuding the assessmentofthe risks of material misstatement of ths financial 
statements. whether due to fraud or error. !n making those risk sssessments. the auditor 
considers internai controf relevant to ths municipality’s preparation and fair pressntation of the 
financial statements in order to design audit procedures that are appropriste in the 
circumstances, but not for ihe purpose of expressing an opinion on the effectiveness of the 
municipaiitye interna! contro!. An audit also includes evaiuating the appropnateness of 
accounting poiicies used and the reasonableness of accounting estimstes macie by 
management, as well asevaluating the overali presentstion ofthe financia! statements. 

5, I beiieve thst the audit evidence l havs obtsined is sufficient and appropriate to provide a bssis 
for my audii opinion. 



S, In my opinion, the financiai statements present fairly, in all material respects, the financiai 
position of ths uMizinyathi District Municipaiity as at 30 June 2014, and its financial 
peiformance and cash fiows for the year then ended in accordance with ihe SA Standards of 
GRAP and the requirements of the MFMA and DoRA 
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Emphasisof motter 

7. I draw atiention to the matter be\ow. opinion is not modified in respect of this matter. 


Material losses 

8. As ciisciosed in note 40 to the financial statements, the municipality incurred water losses of 
49% amounting to R35,35 million (7,74 million kiiolitres). This was due to bursting pipes on 
reticuiation lines due to ageing infrastructure and illegai connections resulting in unaccounted 
for Vi/ater. 


Additionalmatter 

9. t draw attention to the matter below. My opinion is not modified in respect or this matter. 

Unaudited disclosure notes 

10, In terms of section 125(2)(e) of the MFMA the municipality is required to disclose particulars of 
non-compiiance with the MFf\/lA. This disciosure requirement did not form part of the audit of 
the financia! statements and accordingiy I do not express an opinion thereon. 


REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS 

11, In accordance with the PAA and the gsnerai notice issued in terms thereof, I report the 
foilowing findings on the reported performance information against predetermined objectives 
for selected development objectives presented in the annuai pei'formance report, non- 
compliance with legisiation as well as internal control. The objective of my tests was to identify 
reportable findings as described under each subheading but not to gather evidence to express 
assLirance on these matters. Accordingiy. I do not express an opinion or conclusion on these 
matters. 


Predetermined objectives 

12, I performed procedures to obtain evidence about the usefuiness and reliability of the reported 
performance information for the foliowing selected objectives presented in the annual 
performance report of the municipaiity for the year ended 30 June 2014: 

a. Key PerformanceArea 1; Good governance and public participation on pages x to x 

b. Key Performance Area 2; Basic service deiivery ancl infrastructureon pages xto x 

13, i evaluated the reported performance information against the overall criteria of usefulness and 
reiiability, 

14. i evaluated the usefulness of the reported performance information to determins whether it was 
presented in accordancevi/ith the National Treasury's annual reporting principies and whether 
the reported performance was consistent with the pianned objectives. I fuilher performed tests 
to determine w'hether indicators and targets v/ere vi/eli defined. verifiable, specific. measursble, 
time bound and relevant. as required by the National Treasury's Framework for managing 
programme performance information (FMPPI). 

1 5. i assessed the reliability of the reported performance information to deterniine whether It v^/as 
vaiid, accurate and complete. 
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1 6. The material findings in respect of the selected objectives are as foilows: 



Performance fargets not specific 

17. The FMPPI requires that performance targets must be specific in ciearly identifying the nature 
and required level of petiormance. A total of 43% of the targets v^/ere noi specific. This vi/as 
due to inadequate review of the service delivery and budget implementation plan (SDBIP) by 
ihe accounting officer, internal audit and the audit committee and the iack of oversight by the 
municipal council on the preparation of the SDBIP. 

Performance indfcators nof weil defined or vedfiable 

18. The FMPPI requires the following; 

9 Performance indicators must be weli defined by having clear data definitions so that data 
can be collected consistently and is easy to understand and use. A total of 43% of the 
indicators were not well defined. 

9 Peilormance indicator must be verifiable, meaning that it must be possible to validate the 
processes and systems that produced the indicator. A total of 43% of the indicators were 
not vehfiable. 

This was due to inadequate review of the SDBIP by the accounting officer. internal audit and 
the audit committee and the lack of oversight by the municipal council on the preparation of 
the SDBIP, 

Reliabilify of reporfed performance informalion 

19. The FMPPI requires auditees to have appropriate systems to collect, collate. veiify and store 
perfonnance information to ensure valid, accurate and complete reporting of actuai 
achievements agalnst pianned objectives, indicators and targets. Significantly important 
targets were not reliabie Vvfhen compared to the source information or evidence provided. This 
Vv/as due to the internal audit recommendations not being implemented timeousiy by 
management and a lack of standard operating procedures or documented system ciescriptions 
for the accurate recording of actual achievements and technica! indicator descriptions for the 
accurale measurement, recording and monitoring of performance. 



service 



infrasfrucfure 




informafion 





20. Section 41 (c) of the Municipal Systems Act of South Africa, 2000 {Act No, 32 of 2000) (MSA) 
requires the integrated development plan to form the basis for the annual report. therefore 
requiring consistency of objectives, indicators and targets betvv/een pianning and reporting 
documents. A total of 36% of the reported indicators and 55% of the reported targels Vv'ere not 
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consistent with those in the approved integrated development pian. This was due to 
inadequate review ot the annua! report by the accounting officer, internal audit and the audit 
committee and the lack of oversight by the municipal councii on the preparation of the annual 
pei'formance report. 


Changes fo fndicators and targefs not approved 

21 . Section 54(1 }(c) of the MFMA determines that the SDBIP adopled by the municipal council 
may be amended only if the council approves an adjustments budget. Changes to the SDBIP 
in the year have to be made in accordance with the process as presciibed per section 28 of 
the MFMA. Material changes were made to the indicators and targets in the annual 
peilormance report, without following the process as prescribed in section 28 of the MFMA 
and without adoption by the municipal council. This Vv/as due to inadequate review of the 
annua! peiiormance report by the accounting officer. internal audit and the audit committee 
and the lack of oversight by the municipal council on the preparation of the annual 
performance report. 


Reliability of reported performance information 

22. The FMPPi requires auditees to have appropriate systems lo collect, coliate, verify and store 
performance information to ensure valid, accurate and complete reporting of actual 
achievements against planned objectives. indicators and targets. The reported performance 
information was not vatid. accurate and complete when compared to the source information or 
evidence provided. This was due to the internal audit recommendations not being 
implemented timeousiy by management and a lack of standard operating procedures or 
documented system descriptions for the accurate recording of actuai achievements and 
monitohng of the completeness of source documentation in support of actual achievements, 


Additionai matfer 

23. 1 draw attention to the follovdng matter below. This matter does not have an impact on the 
predetermined objectives audit findings reported above. 

Achievemenf of planned targets 

24. Refer to the annual pedormance report on pages x to x for information on the achievement of 
planned targets for the year. This information should be considered in the context of material 
findlngs reported on usefulness and reliabiiity of the reported performance information in 
paragraphs 17 to 22 of this report. 


Compliance with leqislafion 

25. I performed procedures to obtain evidence that the municipafity has complied Vv'ith applicable 
legisiation regarding financial matters, financial managemenl and other related mafters. My 
findings on material non-compliance with specific matters in key applicable legislation as set 
out in the general notice issued in terms of the PAA are as follows: 


Annua 



statements 


26. The financial statements submitted for auditing were not prepared in all material respects in 
accordance with the requirements of section 122 of the MFMA. Material misstaLements of 
property planl and equipment, trade and other payables and commitments identified by the 
auditors in the submitted financial statement Vi/ere subsequently corrected and the supporting 
records were provided subsequently, resulting in the financial statements receiving an 
Linqualified audit opinion. 
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26. The audit committee did not review all the quarterly internal audit reports on performaiice 
measurement, as required by municipal plannina and performance manaaement regulation 
(MPPMR) 14{4)(a){i). 

27. The audit commirtee did not submit, at least twiceduring the financial year. an audit report on 
the review of the performance management system to the counciL as required by MPPMR 
14(4)(a)(iii), 



28, Contracts and quotations were awarded to bidders who did not submit a deciaration on 
whether they are employed by the state or connected to any person empioyed by the state, as 
required by SCM reguiation 13(c). 

29, Goods and services with a transaction value of beiow R200 000 v^^ere procured Vv/ithout 
obiaining the required price quotations as required by Suppiy Chain Management (SCM) 
regulation 17(a)and{c). 

30, Goods and services of a transaction value above R200 000 vjere procured without inviting 
competitive bids, as required by SCM regulation 19(a). 

31 , Sufficient appropiiate audit evidence could not be obtained that contracts were awarded to 
bidders based on points given for criteria that were stipulated in the originai invitation for 
bidding, as required by SCM regulations 21(b) and 28(1)(a) and Preferential Procurenient 
Reguiations, 

32, invitations for competitive bidding were not aiv/ays advertised for a required minimum pertod of 
14 or 21 days, as required by SCM regulation 22(1) and 22(2). 

33, Quotations were awarded to providers whosetax matters had not been declared to be in order, 
as required by SCM reguiation 43. 

34, Construction projects were noi always reglstered with the Construction Industry Developrnent 
Board ('CIDB), as required by section 22 of the Construction Industry Development Board Act 
of South Africa, 2000 (Act No, 38 of 2000} and CIDB regulation 18. 


Expendfture management 

35. Reasonabie steps vjere not taken to prevent irregular expenditure, as required by section 
62(1 )(d) oftheMFrytA, 



36. I considered internal controi relevant to my audit of the financiai statements, annuai 

performance report and compliance wdth iegislation. The matters reported belovi/ under ths 
fundarnentals of internal controi are limited to the significant deficiencies that resulted in the 
findings on the annual performance report and the findings on compiiancewnth legisiation 
included in this reporf. 



37. The accounting officer and municipal council did not exercise oversighl responsibility over the 
preparation of the annuai financiai statements, annuai performance report and compliance Vi/ith 
key legislation. 
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Financsal and performancemanagement 

38. The accoLinting officer ancl management have not implemented a proper record management 
system for the maintenance of documents supporting reported performance, procurement and 
contract management and commitments. 

39, There v^as inadequate monthiy monitoring and reconciiing of transactions. balances and 
reports in respectof SCM, reporting on predetermined objectives. infrastructure assets and 
commitments. 


40. The audit committee and internal audit did not perform adequate reviews of reporting of 

predetermined objectives and managementdid not implement internai audit recommenclations 
timeoLisly relating to iack of supporting documentation to support reported performance 
information. 



41 . An inciependent consulting firm was appointed to peiTorm an investigation at the request of the 
municipality, The investigation was initiated based on an allegation of misconduct by certain 
municipal officiais. The investigation was still in progress. 




I 

Pietermaritzbur 
28 November 2014 




AUDITOR-GENERAL 
SOUTH AFRICA 

Auc/(f/ng /o build public confidence 
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